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Summary 

In the United States, the modem electric utility industry began to emerge about 100 years ago, 
guided by a philosophy which came to be called the “regulatory compact.” Under the compact, 
state and local governments generally granted the right to provide electric power in a designated 
service territory, in exchange for an obligation to serve all electric power customers. Much of the 
nation’s power generation and delivery infrastructure was built under this arrangement, with 
customers ultimately paying for the costs of electricity services. However, the electric utility 
model nowadays is under pressure as the industry deals with issues such as the aging of power 
generation assets, the implementation of new environmental regulations favoring cleaner, low 
carbon emission power generation choices, and the development of technologies providing 
options for customers to self-generate electric power. 

Some observers argue that new technologies are leading to a distributed generation (DG) future 
for customers, supported by utility base load generation and infrastructure. Various states and 
jurisdictions have begun initiatives to look at what a new “regulatory compact” could specifically 
encompass, with cleaner electric power and new services as the driving force behind utility 
investments. 

While the electric utility industry seems to be fully aware of the potential for change, the question 
is whether and how much the industry will embrace it. Some companies may see DG as appealing 
to only a segment of the market, but in times of shrinking revenues, any market share loss can be 
significant. The Edison Electric Institute contemplates that the potential rise in DG and 
requirements for net metering payments (without “appropriate” compensation by net metering 
customers for use of the grid), could be a threat to the regulatory paradigm that allows costs of 
providing service to be recovered from the consumers who benefit from grid services. 

A key to the evolution of the current electric utility model is likely to be cost control for many 
utilities, so that prices will be competitive with other choices. Electric utilities may also have to 
offer enhanced service to consumers to entice them to stay utility customers, especially as it is 
becoming easier to go off-grid. Utilities may even offer support services for customer self- 
generation beyond merely providing backup power. A convergence of electric power and natural 
gas utilities may possibly result in the future in a new, customer focused energy industry focused 
on providing consumer services. However, a formal transition requiring federal policy guidance 
for the electric utility industry may be required if, for example, the energy markets fail to 
transition smoothly to a clean power future, should that continue to be a policy goal. Market 
failures of this sort have been discussed in the past, with stranded assets and company 
bankruptcies posited as potential disruptions. 

Congress began to address the move of the electricity utility industry away from the regulatory 
compact concept by introducing competitive providers to the electric utility industry with the 
Public Utility Regulatory Policies Act of 1978, and reinforced competition as federal policy with 
the Energy Policy Act of 1992. Several laws enacted since then have contained provisions to 
further a range of technologies and paradigms in various “states-must-consider” standards. 
Congress may yet consider if a formal legislative initiative would be required to move the electric 
power industry to a clean energy power system shoidd that be a goal. Congress may also consider 
legislation if a market failure is perceived or if consumer choice is seen to be unduly constrained. 
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Introduction 

In the United States, the modem electric utility industry began to emerge about 100 years ago and 
would be guided by a philosophy which came to be called the “regulatory compact.” Under the 
compact, state and local governments generally granted utilities the monopoly right to provide 
electric power in a designated service territory, in exchange for an obligation to serve all electric 
power customers. Much of the nation’s power generation and delivery infrastructure was built and 
maintained under this arrangement, with customers ultimately paying for the costs of electricity 
services. State public utility commissions (PUCs) or similar organizations provided oversight of 
the rates charged for electricity services. PUCs also approved the construction of new power 
plants and electric power lines, allowing utilities to recover costs of providing service in rates 
charged to customers. 

The modem electric utility industry thus emerged and grew in most states as a virtual monopoly, 
with vertically integrated companies generating electric power, and delivering electricity directly 
to customers. Large, central station power plants were built employing economies of scale across 
much of the United States, most often fueled by coal, which was generally an inexpensive, local 
resource. Large-scale hydropower was developed where it was available as a resource. In areas 
without access to cheap coal or hydropower, nuclear power later developed as an option for base 
load power to meet the growing demand for electricity. Natural gas-fired power plants were 
generally built to meet intermediate and peak load needs. Petroleum saw a brief period of 
increasing use in the 1970s and 1980s, mostly in dual fuel combustion turbines, but has declined 
ever since. 

The vertically integrated, regulated model for the electric power industry remained essentially 
unchanged across the United States until the latter years of the last century. The Public Utility 
Regulatory Policies Act of 1978 (PURPA) (PL. 95-617) was arguably the law that ended the near 
utility monopoly on electric power. Among other goals, PURPA was designed to conserve 
supplies of natural gas (considered threatened at the time), encouraging fuel efficient 
cogeneration and alternative fuels and methods to generate electricity. PURPA required electric 
utilities to purchase power from these new power generators, essentially allowing a competitive 
provider into a utility’s formerly exclusive service territory. The efficiency of combustion turbines 
used for generating electricity accelerated as their use in PURPA-qualified cogeneration projects 
expanded, and this in turn aided in the growth of the nonutility power sector. 

The power generation sector has a variety of structures and ownership arrangements. Electric 
utilities have diversified ownership, including publicly owned utilities, 1 investor-owned utilities, 2 
electric cooperatives, 3 federal power agencies, 4 and nonutility generators. 5 Competition in the 



1 An enterprise providing essential public services, such as electric, gas, telephone, water, and sewer under legally 
established monopoly conditions. See http://www.eia.gov/tools/glossary/index.cfm. 

2 A privately owned electric utility whose stock is publicly traded. It is rate regulated and authorized to achieve an 
allowed rate of return. See EIA http://www.eia.gov/tools/glossary/index.cfm7idA. 

3 An electric utility legally established to be owned by and operated for the benefit of those using its service. The utility 
company will generate, transmit, and/or distribute supplies of electric energy to a specified area not being serviced by 
another utility. Such ventures are generally exempt from federal income tax laws. Most electric cooperatives have been 
initially financed by the Rural Utilities Service (prior Rural Electrification Administration), U.S. Department of 
Agriculture, http://www.eia.gov/tools/glossary/index.cfm 

4 The federal power marketing agencies include the semi-autonomous Tennessee Valley Authority, and the four 
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